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THE SAFETY OF THE LEGAL TENDER PAPER. 

The legal tender notes of the United States present 
now, as they always have presented, an appearance of 
great simplicity. There are still but two such issues, the 
United States notes of the Civil War and the coin notes 
of 1890 : their legal tender power has few exceptions, and 
the obligation for their redemption is to be read in a few 
lines. Take away the confusing element introduced by 
the silver agitation, which is quite extraneous to the 
original conception of the legal tender paper, and what 
is in itself better suited for easy comprehension or has 
more prima facie attractions than a system of govern- 
ment notes, established by the authority and resting on 
the credit of the nation ? 

But, simple as the notes themselves may appear, it is 
by no simple process that the conditions under which 
they are now issued have been arrived at. Our legisla- 
tion on this subject now covers a period of thirty-five 
years. During that time there has been a rapid succes- 
sion of important legislative acts bearing upon the legal 
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tender paper and some administrative acts of equally 
serious import. The system, as we have it to-day, is, 
therefore, a product, not of any compact declaration 
by the law-making power, but of a singularly complex 
series of laws and executive orders. It is to some aspects 
of this series, — or, in other words, to some aspects of the 
history of the legal tender issues, — and to some consid- 
erations flowing therefrom, that I desire to direct the 
attention of readers of this article. Accepting the con- 
stitutionality of the legal tender acts, as settled by the 
repeated decisions of the Supreme Court, and waiving all 
questions as to the necessity of the acts or of either of 
them, as foreign to my present subject, I wish to inquire 
what inferences are to be drawn from the manner in 
which the authority of Congress has been exercised, and 
how far the prima facie attractions of our paper legal 
tender are thereby affected. For this purpose, it will be 
necessary to make a short recapitulation of the chief legis- 
lative and executive acts which mark the period opened 
by the first Legal Tender Act and relate to the same sub- 
ject-matter, and to do this even at the risk of stating 
much with which the reader must be supposed to be 
familiar. 

1. The leading advocates of the act of February 25, 
18G2, pressed that measure upon Congress as a temporary 
expedient forced upon the country by the stress of war 
(1861-62, ch. 33). They also pressed it as a measure 
which had its place in a large scheme of legislation, by 
which they expected to provide a permanent paper cur- 
rency exclusively of bank notes. To meet the urgent 
needs of the Treasury, a limited amount of legal tender 
notes were to be issued, exchangeable at the pleasure of 
the holder for United States bonds, and the bonds were 
to be made the basis of a bank currency. Issued, ex- 
changed, and reissued, the notes were expected to open 
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a market for a large amount of bonds, and finally to be 
absorbed and disappear. It may be doubted whether the 
majority in Congress were then ready to accept the whole 
of this comprehensive scheme, but there is no doubt that 
the majority agreed to the issue as something not intended 
long to survive the exigency which called it into being. 
Even with this restricted view of the scope of the legis- 
lation, the provision making the notes exchangeable for 
bonds was plainly a matter of prime importance. It was 
looked upon as offering a possible outlet for the notes in 
case the circulation were overloaded with them, and it 
provided the means for their withdrawal when the present 
need should have passed by and the public credit should 
have begun to advance. The bonds having been made 
coin bonds, the exchangeability of the notes was the 
ground of hope for their present credit and ultimate re- 
demption. 

2. But the expectations of the advocates of the first 
Legal Tender Act were disappointed. Although some 
sanguine leaders had predicted that the whole of the first 
issue would not be used, a second issue was called for by 
the Treasury, and a third. It was also discovered that, so 
long as notes could be exchanged for bonds at par, the 
price of bonds could not rise above that point, and that 
with this limitation of possible profit the present induce- 
ment for exchange was too small to invite large opera- 
tions. At the instance of the Treasury, therefore, and in 
order to facilitate the sale of bonds, Congress, in the Ways 
and Means Act of March 3, 1863, declared that the right 
to exchange the notes should cease from the first day of 
the following July (1862-63, ch. 73, § 3). One year, 
therefore, saw the central provision of the original system 
abolished, and without debate in either House. "This 
act," says Mr. Sherman, in one of his numerous refer- 
ences to the subject, " though convenient in its temporary 
results, was a most fatal step, and for my part in acqui- 
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escing in and voting for it I have felt more regret than 
for any other act of my official life." * 

3. The summer of 1864 saw the worst fears as to a re- 
sort to a paper legal tender fully justified. At the end of 
June the outstanding United States notes were $431,000,- 
000 ; there were also in circulation $168,000,000 of inter- 
est-bearing notes which were a legal tender for their face ; 
and, in response to the urgent demand of the Treasury, 
authority for an additional issue of $200,000,000 of similar 
interest-bearing legal tender notes was to be embodied .in 
the Ways and Means Act. Gold, which in April stood at 
180, was starting on the rapid ascent which carried if to 
240 on the 1st of July. Congress was engaged in an 
unsuccessful effort to prevent time-sales of gold and of 
foreign exchange, by means of what has been known as 
"The Gold Bill"; and confusion, distrust, and discredit 
were rapidly gaining ground. As a reassuring measure, 
therefore, to quiet public alarm, a clause was incorporated 
in the Ways and Means Act declaring that the total 
amount of United States notes should never exceed $400,- 
000,000, and a possible temporary addition of $50,000,000, 
if required for the payment of private deposits then held 
by the Treasury (1863-64, ch. 172, § 2). This limitation 
of the issue of United States notes was a wise concession 
to public opinion, and without doubt had its influence in 
the next few months in raising the public credit ; but the 
ability of Congress to maintain such a restriction under 
the pressure of any great exigency was never put to a 
severe test, and the happy ending of the war nine months 
later abruptly introduced an entirely new order of 
questions relating to the legal tender issues. 

4. So far as the temper of the public was concerned, 
the first months of peace were remarkably favorable for 
measures looking towards specie payment and the with- 
drawal of the legal tenders; and it was probably a mis- 

* Speech in the Senate, March G, 187G ; to be found in his Speeches, p. 490. 



SAFETY OF THE LEGAL TENDER PAPER 227 

fortune that Congress was not then in session to improve 
a moment which in other respects was opportune, and to 
do this hefore the apprehension of contraction or any of 
the real dangers of that process should be seriously felt. 
But when Congress met in December, 1865, — after the 
announcement of his policy by Secretary McCulloch, — 
the strength of feeling was still such that, by a vote of 144 
to 6, the House of Representatives adopted a resolution of 
cordial concurrence " in the views of the Secretary of the 
Treasury in relation to the necessity of a contraction of 
the currency with a view to as early a resumption of 
specie payments as the business interests of the country 
will permit," and pledged its co-operation to that end. 

5. A secretary gifted with tact in dealing with other 
men, and standing aloof from the political contests of the 
time, might perhaps have made this proffer of concerted 
effort the basis of a successful policy ; but Mr. McCulloch 
had not that tact, and was so far identified with the 
reconstruction policy of President Johnson as to share the 
odium incurred by the latter in his struggle with Con- 
gress. Four months after the declaration of December, 
1865, Congress, in making provision for the retirement of 
Treasury notes, forbade the Secretary to retire more than 
$10,000,000 of United States notes within the next six 
months, or more than $4,000,000 in any one month there- 
after (1865-66, ch. 28). 

6. The Secretary did not use to its full extent the 
authority allowed him by Congress. The commercial 
revulsion which began in London in 1866 was followed by 
continued depression in this country, the public mind 
became more and more sensitive on the subject of con- 
traction, and wild demands began to be made for the 
payment of the five-twenty bonds in legal tender notes. 
The Finance Committee of the Senate in December, 1867, 
reported a bill providing for the exchange of these bonds 
for a five per cent, coin bond, the offer resting upon the 
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avowed calculation that the right of the public creditor 
was doubtful, and that he would find it for his advantage 
to take a bond bearing a lower rate of interest and free 
from cloud. In the discouraged state of mind indicated 
by this proposition, Congress, in February, 1868, "sus- 
pended " altogether the authority previously given to the 
Secretary " to make any reduction of the currency by 
retiring or cancelling United States notes"; and thus the 
first movement for a return towards specie was peremp- 
torily closed (1867-68, ch. 6). The notes outstanding 
had been reduced from about $400,000,000 to $356,000,- 
000 ; but this reduction had been offset by an increase 
of national bank notes during the same months. 

7. Happily, the Republican National Convention in 
July, 1868, planted itself on firm ground as to the pay- 
ment of the five-twenty bonds, and in its platform de- 
nounced " all forms of repudiation " and called for the 
payment of all creditors, " not only according to the letter, 
but the spirit of the laws." The Democratic party a 
few weeks later gave its support to what was supposed to 
be the popular craze of the day, and upon this issue and 
others was badly beaten. General Grant was elected after 
an excited canvass ; and the popular verdict was registered 
in an " Act to strengthen the Public Credit," approved in 
March, 1869, being the first act passed under the new 
administration. This law declared the faith of the United 
States to be pledged to the payment of both notes and 
bonds in coin, except when the law under which they 
were issued had expressly provided for payment other- 
wise, and closed by further pledging the faith of the 
United States "to make provision at the earliest practica- 
ble period for the redemption of the United States notes 
in coin " (1869, ch. 1). 

8. Nothing was done towards giving effect to this 
pledge. Secretary Boutwell in December, 1869, sug- 
gested that authority should be given for reducing the 
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circulation, as occasion might offer, by an amount not 
exceeding $2,000,000 in any one month ; but it was clear 
that he did not regard the matter as of any present 
importance, and no action was taken. Congress had 
apparently acquiesced in the policy of allowing the 
country to " grow up " to a currency admitted to be ex- 
cessive. A year or two later, however, it appeared that 
the Treasury had on more than one occasion issued 
legal tender notes in lieu of a part of those " retired and 
cancelled" by Secretary McCulloch. The question as 
to the legality of any such reissue was referred by the 
Senate to its Finance Committee ; and the majority of 
that committee, headed by Mr. Sherman, reported a reso- 
lution that the Secretary " has not the power under exist- 
ing law " to issue notes for any portion of those retired 
under the act of 1866. The question involved was of mo- 
ment ; for, if 15,000,000 could be issued by the Secretary 
at his discretion, so could $44,000,000, and the whole of 
the ground supposed to have been gained by the payment 
of this form of debt might thus be lost. The resolution, 
however, was not called up for action, and at the end of 
the session the Secretary might easily have felt that his 
action had the tacit acquiescence of Congress. 

9. Mr. Boutwell's successor, Secretary Richardson, 
having paid out in the revulsion of 1873 a large part of 
his cash balance in the vain effort to relieve the money 
market by the purchase of bonds, soon found himself so 
crippled by the decline of revenue that in October, 1873, 
he began paying out the retired notes for ordinary 
expenses ; and this reissue was continued until at the 
beginning of February, 1874, when the revenue had 
recovered from its collapse, $26,000,000 of the notes were 
again in circulation, raising the total to $382,000,000. 

10. At the long session of 1874 Congress first passed 
the so-called inflation bill, vetoed by President Grant, by 
which the issue of legal tender notes was to be increased 
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to $400,000,000 and the possible issue of national bank 
notes was to be raised to the same point, and then adopted 
the Compromise Act of June, 1874, by which, among other 
provisions, it was declared that the amount of legal tender 
notes should be fixed at 1382,000,000 (1873-74, ch. 343, 
§6). The amount reissued by Secretary Richardson was 
thus made a part of the permanent currency, and so re- 
mained until the work of withdrawal began anew under 
the Resumption Act of 1875. 

11. The Resumption Act was not prepared with open 
doors ; and, doubtless, there is much in its secret history 
which would be of great interest. Certainly, its public 
history, if we view it as a measure for financial reform, is 
unique. The bill, introduced by the Finance Committee 
of the Senate, was admitted to be the work of a party 
caucus, in which no agreement could be reached except 
by consenting to leave a principal point unexplained. 
Whether legal tender notes, when "redeemed" in the 
language of the bill, could be reissued or not, Mr. Sher- 
man, who had charge of the measure, steadily refused to 
say, knowing well that any explicit answer would drive 
off one wing or the other of his expected majority, and 
deeming it his business to carry the bill through by what- 
ever means. It was passed by the Senate, therefore, with 
an obstinate refusal on the part of its chief advocate to 
state the meaning and effect of its leading provision. In 
the House all risk of explanation was avoided, by forcing 
the bill through without debate under the operation of 
the previous question ; and thus the great work of re- 
sumption was entered upon, with absolutely no authorita- 
tive determination of the main question whether redemp- 
tion would end the legal tender currency or not (1874-75, 
ch. 15). It was only certain that, when the measure 
should finally be interpreted for purposes of administra- 
tion, one section or the other of its supporters would meet 
with bitter disappointment. 
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12. As a preparation for actual specie payment in 1879, 
the Resumption Act provided for a gradual reduction of 
outstanding legal tender notes from $382,000,000 to $300,- 
000,000, so far as such a reduction could be offset by the 
issue of national bank notes by new banks, or by old ones 
increasing their circulation. This device for avoiding a 
contraction in the total currency was defeated by an un- 
expected surrender of bank circulation under the pressure 
of the times ; and the consequent net reduction of legal 
tender notes and bank notes came to be regarded in 
some parts of the Union as the cause of the depression, 
which deepened in this country in 1876 and 1877 as it 
did in the greater part of Europe. When Congress came 
together in October, 1877, a bill was at once reported to 
the House by the Committee on Banking and Currency 
to repeal the third section of the Resumption Act, this 
section containing all the provisions as to the redemption 
of the United States notes. With an amendment exempt- 
ing from repeal the provision for free banking, this bill 
was passed in the House and went to the Senate. That 
body amended the House bill so as to make it simply a 
bill for making United States notes receivable in payment 
for the four per cent, bonds and also for customs duties, 
and finally passed it in this form in the following June 
by a vote of 45 to 15. But, while this measure was 
pending in the Senate, and in view of the probable dis- 
agreement of the two Houses, the mover of the House 
bill introduced there a short bill to forbid the further 
retirement of legal tender notes ; and this was hurriedly 
passed through both House and Senate, and became a law 
May 31, 1878 (1877-78, ch. 14G). This momentous act, 
which finally settled the question as to the meaning of 
" redemption " in the Resumption Act and completed the 
conversion of the United States notes into a permanent 
currency, — an act scarcely inferior in its importance to 
the Resumption Act itself, — was adopted almost without 
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debate. The issue at that moment stood, as it stands 
at present, at $346,681,016. 

13. The reserve of gold, accumulated for the redemption 
of legal tender paper under these changed conditions, 
received a tardy recognition from Congress in 1882, when, 
under the act for extending the charters of the national 
banks, it was provided that the issue of gold certificates 
by the Treasury should be suspended "whenever the 
amount of gold coin or gold bullion in the Treasury 
reserved for the redemption of United States notes falls 
below one hundred millions of dollars " (1881-82, ch. 290, 
§ 12). No means of replenishing this reserve have ever 
been provided, except those named in the Resumption 
Act, — surplus revenues and bonds of the descriptions 
authorized by the Refunding Act (1869-70, ch. 256). 

14. The winter of 1889 and 1890 brought a fresh out- 
burst of agitation for the free coinage of silver-, at a time 
when the compulsory coinage of silver dollars under the 
Bland Act of 1878 was finally submerging the Treasury. 
The result of several months of debate in Congress was 
the passage of the Silver Purchase Act of 1890, by which 
Congress required the purchase of 4,500,000 ounces of 
silver per month, payment therefor to be made in " coin 
notes," which were to be a legal tender and to be with- 
drawn from circulation only when replaced by an equal 
amount of the silver dollars (1889-90, ch. 708). This 
provision for adding to the legal tender paper is the only 
part of the act which there is occasion to consider here. 
The reduction of legal tender circulation had been 
made impossible by the act of 1878 ; and Congress now 
ordered its periodical increase, by such an amount as 
should be required by the stated purchases of silver, 
without limit, and with no discretionary power of sus- 
pension in any exigency. It was declared to be the policy 
of the United States to maintain the " parity " of gold and 
silver ; but no provision was made for an increase of the 
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gold reserve established for the protection of the United 
States notes, in case "parity" meant the maintenance of 
the gold standard. It was provided on the other 
hand that the coin notes might he redeemed in silver at 
the pleasure of the Secretary, so that the decline to the 
silver standard appeared to he a matter of probable 
ultimate necessity. The new measure was, therefore, a 
surprising sequel to the long effort made to place the 
legal tender notes on the solid footing of gold. 

15. Not many months had passed before the saturation 
of the currency with legal tender paper and silver was 
proved by the slackening of gold payments for customs 
duties. In the spring of 1893 the new coin notes out- 
standing had risen to .$140,000,000, and the increase then 
going on was not far short of $4,000,000 per month ; gold 
receipts at New York were nearly dried up, and the gold 
reserve in the Treasury was falling below the prescribed 
•$100,000,000. The visible danger of the suspension of 
gold payments precipitated the violent monetary panic 
which culminated in July. Congress was called together 
in August to provide the means of financial safety, and 
the repeal of the clause in the act of 1890 requiring the 
purchase of silver was carried, after a parliamentary 
contest which lasted for eighty-two days (1893, ch. 8). 

These are the leading points in the history of a cur- 
rency now old enough to have had its trial in every vari- 
ety of national fortune, — in prosperity and in adversity, in 
war and in peace. As an exhibition of unsteady purpose, 
the record appears to me to be without a parallel, con- 
sidering the gravity of the subject-matter. This is the 
manner in which the nation has dealt with the paper 
legal tender which practically lies at the base of the great 
mass of its credit transactions, — used concurrently with 
gold no doubt at present, but for many years used almost 
exclusively, and possibly in some contingency destined to 
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be so used again. The customary paper circulation, which 
should rest on a bed-rock of law as unchangeable as any- 
thing of human institution can be, has lain upon a quick- 
sand. Instability has been the leading characteristic of 
our legislation on this subject for a third of a century. 

If we consider the course pursued by the other leading 
nations in their management of currency and kindred 
matters, the contrast is remarkable. England has made 
no important change in her currency system for over fifty 
years, and, notwithstanding the inviting field which it 
presents for the reformer, still prefers not to risk her 
reputation for absolute safety upon possible, but still un- 
certain, improvements. France has kept her system with- 
out substantial change, except in the scale of its opera- 
tions, ever since the absorption of the departmental banks 
by the Bank of France in 1848. The war with Germany, 
suspension of specie payments, revolution, invasion, and 
defeat tried the strength of her legislation and of her 
confidence in it ; but it stands to-day nearly as it stood 
before 1870, except for the legal tender power then given 
to the notes of the Bank of France. Germany laid her 
course in her coinage and bank acts of 1871 to 1875, and 
has followed it from that day without deviation, her 
occasional legislation upon this subject being directed 
steadily to the completion of the system as originally 
planned. These nations now have an unfailing confi- 
dence in the steadiness, permanence, and soundness of 
their own monetary arrangements : and a chief element 
in that confidence is the certainty that serious change 
is not within the range of probability. 

This contrast, though still disadvantageous, would be 
less painful if in the rapid succession of changes made by 
our government there were discernible any approach to 
continuity of purpose. A consistent policy might be 
developed or a system might grow up by a succession of 
short stages, and the wisdom of the process might be jus- 
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tified as regards its intention, if not as regards its skill. 
But no such continuity is to be found in the series of 
measures recapitulated above. Fundamental principles 
are adopted at one time and abandoned at another. The 
automatic absorption of notes by bonds, their systematic 
retirement and cancellation by the discretionary authority 
of the Treasury, the payment of them as a debt, the idea 
of fixity of amount, and that of an adequate reserve in 
proportion to the amount, — such conceptions as these 
have been held for a time, then dropped, and succeeded 
by others, perhaps equally short-lived. The series of acts, 
as a whole, points to no particular end, its several parts 
have no systematic tendency or common direction. The 
steps taken have been without logical order, and the im- 
portant consequences following have often been neither 
expected nor desired. The line traced by these measures 
is in fact a legislative zigzag, not a line of development. 

When we inquire for the cause of such a mortifying 
result from thirty-five years of constantly renewed finan- 
cial anxiety and debate, we must find it in the general 
absence of any sense of responsibility for the formation 
and maintenance of a consistent policy. Not many of 
our Secretaries of the Treasury have found it worth while 
to plan and act for any distant future, they knowing well 
that executive initiative counts for but little in the end ; 
and, moreover, whatever secretaries may desire, no Con- 
gress can be relied upon to carry out the purposes of a 
predecessor. Inspection of the list of acts shows that 
usually some accidental conjuncture or some supposed 
popular demand has been the real spring of action in each 
case, and that for the individual legislator a supposed 
mandate for the passing moment has generally been 
enough to discharge him from all personal responsibility. 

Consistency in the popular demand is not a characteris- 
tic of our politics. The American people can be relied 
upon with confidence in a sufficiently alarming crisis, 
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finally and after great travail, to rally in support of the 
honest and wise course in any matter of high policy; 
but this result is often reached only after a season of pain- 
ful doubt and seeming vacillation, and after much mis- 
chief. The last year, for example, witnessed the latest of 
a series of occasional appeals to the sound common sense 
of the plain people, in which the result was fortunate, to 
be sure, and emphatic, but was obviously too long left in 
uncertainty. How should we expect the sense of legisla- 
tive responsibility for a continuous course of action to be 
developed under such conditions? How can we wonder 
that the congressman is too anxiously mindful of the shift- 
ing mass of opinion behind him, on which his political fut- 
ure depends, to resist the passing demand for change? 
Or why should our financial legislation be less changeable 
and inconsistent than our tariff legislation, in which we 
are now expecting the third radical alteration, not to say 
revolution, effected in the space of seven years? 

Is it even surprising that, on the whole, the net result of 
conflicting financial acts should be a general weakening 
of our system and a loosening of the grip upon hard 
money ? The fact is indubitable. For proof of it we need 
only compare, first, the condition of things in 1865, when 
there was a general consensus of opinion that the return 
to specie payment was a manageable problem for early 
solution ; second, the condition in 1875, when, after a year 
of painful tergiversation, a Resumption Act was finally 
carried through in deference to a manifest public opinion, 
although by means of an agreement that its terms should 
be unintelligible ; and, third, the recent state of affairs, 
when the country has repeatedly found itself brought 
dangerously near the verge of a fresh suspension, and has 
still found it impossible to obtain a line of legislation 
demanded for the better protection of the national honor 
and well being. The reason for this irregular, but on the 
whole progressive, relaxation on the side of political 
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morals, at the same time that we have secured specie pay- 
ment, is not far to seek. In any debate where the fateful 
words " contraction " and " relief " are heard, the fears and 
demands of a sufficiently noisy minority have extraordinary 
potency, especially in the even years which witness the 
national elections ; and ground once lost by any weakness 
in this part of the field of politics is regained with great 
difficulty. The country is now and then roused to the 
fact that it is slipping down a dangerous declivity ; but, 
after all, even under a government of and for and by the 
people, it is not always easy for the clear will of the 
majority to find expression in law. 

It is not to be assumed that the cause of this legislative 
incapacity to deal firmly with a subject of the gravest 
importance is to be found in special defects of character, 
intellectual force, or proper purpose among the men who 
make up the Congress of the United States. The parlia- 
mentary bodies in other countries as well as our own suffer 
from the follies of individual members, often fail to do their 
duty, and are the objects of criticism and satire. Under 
their forms of parliamentary government, however, they 
are in a measure protected from what might prove to be 
their own incapacity, — sometimes by traditional modes of 
procedure, sometimes by positive rules, and generally by 
established forms of political organization and leadership. 
Without the defences of this kind which time and habit 
have thrown around the House of Commons, that body 
might easily find its action as much a matter of chance, 
and as little to be relied upon under the strain of an un- 
settled public opinion, as that of the House of Representa- 
tives. Add to the differences in customary procedure the 
fact that it is our usual practice to elect to Congress no 
one who is not a resident of the district to be represented, 
— so that disagreement with local opinion often means for 
the member not merely failure at a new election, but polit- 
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ical death, — and there are reasons enough why Congress 
should have failed so conspicuously to frame and defend 
any consistent line of policy as to the paper currency. 

A few words should also be said here as to a phase of 
popular opinion with which members of Congress have 
long had to reckon, — a phase of opinion singularly per- 
sistent and general, showing itself in an extreme dread of 
" contraction." The long depreciation following the great 
issues of United States notes during the war impressed 
upon the public mind the consequences of inflation, so 
deeply that the lesson is nearly as vivid to-day as it was 
thirty years ago. The majority, no doubt, have a whole- 
some dread of any tendency in that direction ; and a minor- 
ity, perhaps, desire such a tendency in some form or other, 
with more or less crude notions as to controlling the 
results. But, whether resisting inflation or favoring it, the 
great mass of our people clearly have a strong belief in 
the effect of quantity upon the value of a circulation; 
and this appears to make up the greatest part of their sim- 
ple creed as to money. To hold the currency where it is 
becomes the ideal of steady management ; and contraction 
becomes an evil in itself, and perhaps more dreaded even 
than inflation, because its earlier stages are more painful. 

The dread of contraction was the one argument against 
resumption which had any strength with the public ; and 
it has not lost its power since, although we plainly have 
the whole world upon which to draw, if our own supply is 
below our needs. A morbid anxiety as to the sufficiency 
of the currency to-day possesses the public mind, as is 
shown by the copious statistics with which the govern- 
ment publications constantly strive to reassure the people, 
and by the frequent efforts of Presidents and Secretaries 
to satisfy public opinion as to the care with which the 
supply of currency is insured. No other country of im- 
portance shows this hypochondriac anxiety as to its symp- 
toms, or gives a tithe of the attention given by ours to the 
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mere quantity of its money ; and no one of the leading 
commercial countries, it must be said, is either so favored 
by fortune or so constantly in trouble in this respect. 
But our excessive sensitiveness on this point is obstinate : 
it has apparently been increased by the course of the dis- 
cussion as to silver, and we are still absolutely unwilling 
to trust to the operation of natural laws for the adjust- 
ment of the amount of our active currency. 

The necessary conclusion from our experience with the 
legal tender notes plainly is that a government currency, 
under our conditions, is an unfit subject for national legis- 
lation. Many subjects required legislation in the heat of 
civil war, which are recognized as having no place in time 
of peace ; many powers were then called into use from 
stern necessity, which have been laid aside, like disused 
weapons consigned to the arsenal. A system which makes 
the usual legal tender of the country a subject of current 
legislation risks too much upon the chances of mistake, 
attack, and uncertainty. It is a familiar and useful prac- 
tice in our legislative bodies to recognize some subjects as 
fitted for treatment by general laws, in order that they 
may be freed from the uncertainties and may not add to 
the temptations which beset the work of every legislature. 
The case of the paper currency of the country is analo- 
gous to this, in that for safety it requires to be placed 
upon such a basis as shall reduce to the minimum the 
chances of its coming up for action and shall prevent a 
constantly recurring anxiety as to its future. 

What happens with a paper legal tender is far different 
from the course of legislation as to the legal tender coin. 
With regard to the latter the government fixed its stand- 
ard and established its system of coinage in 1792, and 
then found at the most only two occasions for legislation 
as to other matters than mere detail, until the silver ques- 
tion presented itself in 1878. But the paper legal tender 
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never lias been, and it is safe to say never can be, put 
upon a basis where it can have a like course of freedom 
from change. Resting purely upon credit, and regarded 
as a creation of money by mere act of Congress, it steadily 
invites alteration, the removal of this limit or that, the 
increase of its amount, or the alteration of its coin basis. 
The reserve to be held in the Treasury under any safe 
adjustment can never fail, from its magnitude, to attract 
the covetous gaze of the schemers who throng around the 
great source of government bounty. In addition to these 
risks to which the paper legal tender is exposed, it has 
also to meet those arising from the silver controversy 
and now threatening the coin. It was well recognized six 
months ago that in the event of Mr. Bryan's election the 
legal tender paper might be suddenly lowered to the 
silver standard, by the mere substitution of silver redemp- 
tion for gold, and by mere executive order. It is not fit 
that the paper currency of the country should thus be 
kept adrift, or that the people of the country should be 
called upon periodically to rally for the safety of some- 
thing which fails of one of its main purposes, if it is not 
kept free from any suspicion of danger. 

The passage of the Silver Purchase Act of 1890 is a 
striking illustration of the peril of the present situation. 
Two explanations have been given of the causes which 
united a majority of both Houses in favor of an act which 
proposed a steady dilution of the paper currency, involving 
the ultimate suspension of gold payments and final degra- 
dation of our standard to the level of silver. One expla- 
nation, current at the time and long afterwards, was to 
the effect that a majority of both Houses favored the free 
coinage of silver, that President Harrison could not be 
relied upon to veto a bill framed for that purpose, and 
that the insane "experiment" of buying the domestic 
product of silver by new issues of paper annually was 
resorted to as a compromise, in dread of a more rapidly 
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working measure and one which would leave no locus 
penitential. The other explanation — given in the Senate 
nearly a year ago by Senator Teller — was to the effect 
that the Silver Purchase Act was the consideration for 
which the silver interest, holding the balance of power in 
the Senate, was induced to give its support to the Tariff 
Act of 1890, then on its passage. This statement of the 
transaction, made by one who did not hesitate to declare 
himself one of the contracting parties in the case, has the 
greater intrinsic probability ; but, be that as it may, let 
the one account or the other be the correct statement, it is 
true in either case that legislature and executive were 
alike ready to cut the paper currency adrift from the solid 
standard and to let it float towards depreciation. In the 
one case this would be for the reason that a sound 
currency was doomed in any event ; and in the other case 
for the reason that neither Congress nor President 
regarded its sacrifice as anything more than a proper 
makeweight, to be thrown in for the sake of securing a 
higher scale of customs duties. 

Is there another country in the world, outside of 
South America, in which a paper legal tender, with all 
the possibilities implied in its misuse, would be dealt 
with in this fashion ? The election of 1896 and all that 
has followed inspires confident hope of a less troubled 
future; but, after all, what guarantee have we that the 
amazing defection of 1890 may not be repeated within 
half a dozen years? Such an untoward result would 
mean no greater revolution than that which took place in 
the half-dozen years ending with 1890 : indeed, it may be 
doubted whether in the minds of most men the assurance 
of safety is not sensibly weaker now than it was before 
that year. 

The case of 1890 shows the peril that may come from 
positive action by Congress, and the last three years have 
shown with equal distinctness the dangers to be feared 
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from its inaction. Since the beginning of 1894 there has 
been a necessity for the periodical replenishment of the 
gold reserve. Withdrawals, sometimes for export and 
sometimes from precaution, have brought the stock of 
gold down to the danger point; and it has been filled 
up by the proceeds of successive loans, amounting to over 
•1260,000,000. It is immaterial whether the cause of this 
steady borrowing for the payment of a debt which is not 
thereby diminished, is to be found in what has been 
called the " endless chain " of notes redeemed, reissued, 
again redeemed and again issued, or is to be found in a 
deficiency of revenue. In either case the evil was fla- 
grant, and it was the business of Congress to apply an ap- 
propriate remedy, — by fresh taxation in the one case, or 
by modifying the system of reissue under the act of 1878 
in the other. But it will be within the recollection of 
every reader that Congress found itself absolutely unable 
to act. Four times the necessity for borrowing has pre- 
sented itself, with a suspension of gold payments as the 
only alternative. On three occasions out of the four Con- 
gress was in session at the critical moment; but it uni- 
formly appeared that action was out of the question. 
Grant that the responsibility for failure lay with a factious 
few and not with the majority, and the fact still remains 
that the Congress of the United States was unable to act 
in an emergency created by its own legislation. It was 
even unable to apply the palliative of providing for the 
issue of shorter bonds, bearing a lower rate of interest 
than those to be issued under the act of 1870, a bill for 
that purpose passed by the House in 1896 having been 
converted by the Senate into a bill for the free coinage 
of silver. For three years, therefore, the credit of the 
government and the standard of prices and payments 
have remained, not without defence, — for the executive 
still performed its duty with the means afforded by the 
half-forgotten provision in the Resumption Act, — but so 
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shaken at intervals as to cause constant dread, sometimes 
nearly degenerating into panic. 

A currency which is exposed to such dangers as these 
cannot be called safe in any proper sense of the word. 
The wealth of the promissor of the note is unspeakable, 
but from time to time the application of that wealth 
in fulfilment of the promise is not beyond question. The 
power to enforce the legal tender of the note at its face in 
payment of debt is absolute, but the standard of its value 
has never been made secure. For thirty-five years the 
policy of the law in regard to this currency has been 
uncertain, and the causes of this uncertainty have gained 
in strength and multiplied as time has gone on. One 
ingenious expedient and another is suggested for regulat- 
ing the use and redemption of the notes, in the hope of 
giving them steadiness and securing somewhere a power 
of control ; but there is no escape from the fatal objection, 
that the direct power of legislation is not only paramount 
but is beyond the controlling force of any steady political 
influence. In short, not only is there no guarantee, but 
there is no probability that the history of these issues, 
if they continue for another generation, will be any less 
checkered than it has been in the last. Without dwelling 
upon such forebodings, however, it is enough to say here 
that, while the very foundation of all credit is thus left 
doubtful, neither the credit of the nation nor that of the 
mass of its citizens can reach its proper strength. None 
can profit by such uncertainty except those whose com- 
mand of wealth enables them to secure themselves, at the 
expense of others, against the hazards of the future. 

The necessary alternative to the issue of paper currency 
by the government is the delegation of this function to 
banks and the complete substitution of private credit for 
public as the medium of exchange in domestic operations. 
A large proportion of these operations are already per- 
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formed by means of bank credit, with an adjustment to 
the needs of the day which is nearly automatic ; and the 
only relief from the increasing perils of the present 
situation is to be found in the same direction. This 
reliance upon banks would not, necessarily, mean the 
absorption of the whole right of paper issue by the 
national banks, although this absorption would have 
much to recommend it ; but it would clearly imply the 
confinement of the right to banks working under tolerably 
uniform conditions, as the guarantee of their safety and 
wide credit, and therefore presumably under some kind of 
national regulation and supervision. 

Even with the use of bank-notes, then, the paper cur- 
rency must continue to be a subject of national legislation. 
There is, however, an important distinction in the kind of 
legislation called for by government paper and by bank 
{taper respectively, and a great difference in the risks to 
which we may be exposed in the two cases. Congress has 
had the national bank system before it, for any necessary 
legislation, for almost the same length of time as the legal 
tender issues ; but the course of action in the two cases 
offers no point of resemblance. Inconsistent and essen- 
tially weak as the dealing of Congress with the legal 
tender issues has been, its legislation as to the banks has 
on the whole been marked by steady purpose, has tended 
to complete the original system, and as a general result 
has materially strengthened it. Deservedly or not, the 
banks have from the start had abundance of enemies, in 
Congress and out of it ; but the bank legislation if not 
uniformly wise, has been sparing in amount and usually 
directed to the details rather than the general structure 
and credit of the system. Comparison shows clearly that 
for thirty odd years the legislator has approached bank 
questions from an entirely different point of view and 
in a different frame of mind from that which has led him 
to such unfortunate results in acting upon legal tender 
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notes. He has not felt the same temptations, he has 
not been under the same outside influences, the pressure 
of the times has not turned his thoughts in the same 
direction. The fundamental difference in the two cases 
is no doubt explained by La Rochefoucauld's familiar 
maxim, " that it is easier to be wise for others than to be 
wise for one's self." The legislator has found it congenial 
and easy to hold others to the strict line of their obliga- 
tions and of sound public policy, but not so easy to 
observe this line in deciding as to what lay within his own 
hand. His greatest folly in dealing with the banks — the 
absurd attempt, made by Congress in 1881 and foiled by 
the veto of President Hayes, to force a reduction of the 
interest of bonds held by the banks — was after all not a 
measure of relaxation towards them, but one of severity. 

This natural tendency of Congress, considered merely 
as a collection of human beings, to exact more from others 
than from themselves, is undoubtedly strengthened by 
the kind of presumption established in the popular mind 
to the disadvantage of any corporation, in questions of 
responsibility or of seeming conflict of interest. The 
national banks have felt the pressure of this influence 
against them, in cases where they have sought for changes 
of legislation which would have been for the general 
advantage. No doubt in such cases impartiality of judg- 
ment would better have befitted the legislator than un- 
favorable prepossession ; but, after all, can it be doubted 
that the disposition to say " No " has had an important 
place among the causes for the general steadiness of our 
bank legislation ? To hold the banks to their obligation 
and to grant them few favors has been the rule, and the 
existence of any rule analogous to this in dealing with 
the legal tender issues would have given an entirely dif- 
ferent cast to that unfortunate chapter of our history. 

The nations already referred to as able to manage their 
currencies successfully and quietly have all done this by 
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delegating the power of issue to banks. They have es- 
tablished their banks on different principles, but have 
agreed in the general policy of throwing upon them cer- 
tain duties and restricting the field of probable legislation. 
That their systems have a remarkable steadiness and 
permanence has already been pointed out. These sys- 
tems they also strengthen as time goes on, not so much 
by legislation as by practice, by public opinion, and by 
the establishment of traditions of duty on the part of the 
banks themselves. Both in England and in France the 
legislative power takes distinctly the attitude of obser- 
vation, towards an establishment which is conducted for 
private profit, but is intrusted with a quasi public func- 
tion. In Germany the imperial control of the Reichsbank 
makes the relation somewhat different, and yet a note 
circulation of remarkable stability has been built up there 
on the basis of private capital invested in order to earn a 
profit.* In neither one of the three countries does the 
regulation of the currency present itself as a subject for 
ordinary legislation. 

But it is not necessary for the present discussion to 
enter upon the general considerations for or against a 
paper currency consisting of bank notes alone ; and I shall 
only call attention here, in conclusion, to the often-repeated 
argument that a government issue, being a loan without 
interest, results in a saving to the Treasury which is lost 
when the right of circulation is delegated to banks. The 
experience of the United States in the last five years 
alone presents a complete answer to this penny-wise rea- 
soning. In that space of time the people of the United 
States have lost by shaken confidence, discouraged enter- 
prise, and the actual ruin of thousands of citizens, result- 

* There are still outstanding in Germany imperial treasury notes (not made 
a legal tender) to the amount o£ 120,000,01X1 marks, remaining from the larger 
issue made in 1875 to replace the notes of the several German States. But 
this exception to what is said ahove is not important. 
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ing from the mismanagement of their currency, an amount 
beyond all comparison with the annual saving of perhaps 
812,000,000 made by them at the Treasury. The thrill of 
alarm which runs through the country whenever the gold 
reserve dips too far below the line, or when there is delay 
or doubt in applying the costly remedy, means a loss to 
the people to be measured only by scores of millions. 
The monetary panic of 1893 alone, by its direct results 
and without reference to the stagnation which followed it, 
was enough to counterbalance all savings of interest made 
by the Treasury in the last twenty years. 

But the question as to the means of securing the safest 
paper currency is one in which the consequences to the 
national industry and prosperity are on a scale so vast 
that any attempt at pecuniary measurement appears 
irrelevant, — as irrelevant as it would be to draw from 
the post-office deficit a conclusion as to the maintenance 
of the postal service by our people. No such calculations 
are needed to show that our people cannot afford to rest 
content with a system which their experience for a gen- 
eration has shown to be radically unsafe. So long as 
such a system continues, its history must continue to 
repeat itself. Errors made in the past will be made also 
by the new men in the future ; and the possibility that, 
in any moment of popular discouragement or passing 
delusion, some fresh experiment or abandonment of whole- 
some limitation may be resolved upon in haste, but with 
irreparable results, must continue to be a standing menace 
to our credit, public and private. 

Charles F. Dunbar. 



